Coalition on Smoking OR Health Pushes for $2 Tax 

In radio ads, former Surgeon General C. Everett Koop and former tobacco lobbyist Victor 
Crawford urge Congress to stand up to pressure from the tobacco industry and pass a $2 
tobacco tax. The ads are part of a nationwide radio campaign by the Coalition on 
Smoking OR Health supporting a major tobacco tax increase to help fund health care 
reform. 


INTERNATIONAL ENVIRONMENT 


US Export Volume Down 

Cigarette exports totaled 59.1 billion pieces, down 184 million pieces (0.3%) but up 5% in 
value. Leading customers were Japan 29.8%, Belgium 22.8%, Saudi Arabia 5.7%, and 
Hong Kong 5.2%. The top 10 destinations accounted for 81.2% of ail cigarette exports 
(compared to 71.7% last year). 

MAT Goes to New Frontiers 

Marlboro Adventure Team competition is being simultaneously launched in Hong Kong, 
South Korea, Taiwan, and Malaysia. 

RJR Acquisition in Eastern Europe and CIS 

Mr. Charles (Mike) Harper, RJR's CEO, pulicly said: "Through an aggressive acquisition 
program, RJR tobacco operations have secured a leading position in Eastern Europe and 
the former Soviet Union. In just two years, we have acquired or built eight facilities, 
achieved a 12 percent share of market in the former Soviet Union, and become profitable 
in these important markets." 

According to U.S. officials, RJR is scheduled to manufacture Camel cigarettes in a new 
plant in Bulgaria. The U.S. embassy said Reynolds intends to make cigarettes not only 
for the domestic market, but also to "strengthen its position" in Turkey, Greece, and the 
Near East. 

One-Third of JTI Goes Private 

Japan Tobacco, the world's fourth-largest tobacco company, will undergo privatization 
(one-third of the company) with the sale of stock beginning in August and finishing in 
September. Although the company is Japan's sole producer of tobacco products with an 
82 percent market share and has not been sued in any health-related lawsuits, JTI is 
losing market share to foreign competitors and possesses no profitable non-tobacco 
businesses. 

Taiwan Market Opening May Help JTI 

Taiwan's plans to lift restrictions on tobacco and alcohol imports promises to be beneficial 
to Japanese companies, according to importers. Japanese cigarettes are the number one 
favorite among smugglers coming into Taiwan, according to the Finance Ministry. 
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JT! UK Plant Expansion 

JTI reportedly will invest about $30.5 million to boost production capacity at its UK unit, 
Manchester Tobacco Co. Ltd. (purchased 2 years ago), from 4 billion to a 10 billion 
cigarettes per year in 1996. Further market penetration is expected by JTI in Europe, the 
U.S. and other Asian markets. 

Canadian Tax Increase Lessons 

Investors would be wise to look at the consumption and profit experience of the tobacco 
industry in Canada between 1985 and 1993 when retail prices increased from about 
C$2/pack to about C$6. The impact on the industry was: 

-- Consumption trends remained fairly steady at about a -4% rate of decline. 

- By '93, over 30% of the Canadian cigarettes consumed were purchased through the 
black market. 

- Imperial Tobacco (BAT owned), the market leader, grew its share from 52% to 62%, 
mostly at the expense of the #2 player, Rothmans. 

- Imperial grew operating profits by 8% year during this period, fueled by 8% average 
net price increases during this period. 

In a case parallel to the Canadian experience, the Singapore government introduced anti¬ 
smoking measures in 1970, and the country has some of the world's stiffest restrictions 
against public smoking and tobacco marketing. About 10 percent of the cigarettes 
consumed in Singapore are contraband. Smuggling is done so frequently because of the 
high import taxes the government has imposed on cigarettes, according to the country's 
tobacco industry. 

Potential Canadian Tax Approach 

The Canadian Tobacco Manufacturers Council said the representatives of the major 
cigarette manufacturers are meeting to discuss a recently released tax report. Issued by 
the University of Quebec, the report recommends new measures to regulate the tobacco 
industry, such as a direct manufacturing tax on cigarettes that would allow the government 
to control the production and sale of cigarettes. 

Positive Australian Study 

Smokers suffer less heart disease and high blood pressure-and are in better shape 
generally—than nonsmokers, according to a report published by the lobbying group Forest 
based on a study of 12 million Australians. However, smokers are twice as likely to suffer 
from bronchitis and emphysema. 


SMOKING CESSATION PRODUCTS 


Nicotine Skin Patch 

Due to timing and a new marketing strategy, the nicotine patch appears to be making a 
comeback. Patch manufacturers, supported by the American Medical Association and 
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some of the country's largest pharmaceutical names, are attempting once again to get 
America's smokers to put out their cigarettes. By combining the wearing of the patch with 
a group behavioral modification program, 50 % of participating smokers quit after six 
months. The patch market is predicted to steadily grow if patches are dispensed over- 
the-counter instead of by a physician. For example, sales in Europe rose 50 percent 
when such a switch was made. 

Marion Merrill Dow has launched its smoking cessation product, Nicorette 2 mg, in Japan. 
Dow said pharmaceutical wholesalers began stocking the product in June, and this month 
Nicorette has become available to physicians throughout Japan. 

Anti-Smoking Nasal Spray 

An FDA advisory panel said that a nasal spray containing nicotine is as potentially 
addictive as cough medicines containing codeine. The spray, which is used as a smoking- 
cessation aid, has "significant abuse liability," according to the majority of the FDA Drug 
Abuse Advisory Committee members. The panel voted in favor of categorizing the nasal 
spray as a "schedule 5" drug, subject to the same kinds of restrictions that apply to cough 
medicines with codeine. 

The spray, made by Sweden's Pharmacia Inc., delivers about 1 mg of nicotine a dose, 
equal to the amount found in one cigarette. If the FDA gives final approval, the nasal 
spray would join nicotine skin patches and gum as smoking-cessation treatments. 


Special acknowledgments to Marge Arwady, Jim Burns, Joe Chaump, Marilyn Cooley, 
Gary Eastburn, Pascal Fernandez, Susan Gorney, Bill Graziani (PMI), Jerry Isaacs, Tom 
Keim, Jim Lamb, Jennifer Lichtman, Joe Manfredi (PMI), Sue Mayernick, Bob Mikulay, 
Mike Murphy, Sheila O'Brien, Tom Rehm, Dana Rzepka, Dan Shirey, Lee Ann Simboli, 
Vince Smith, Robin Turley, and Rick Wilhelm. 
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